I. Introduction
The capital market promotes economic growth and prosperityby providing an investment channel thatcontributes to attract domestic and foreign capital. The aggregate performance of capital market can be easily seen by its indices that represent the movement of stock prices being traded in capital market. As we know that the economic stability in a country could be measured by macroeconomics variables. Inflation, interest rate, and exchange rate are some macroeconomics variable that reflecteconomic condition in India and the economic condition will affect the industry condition which ultimately will affect the company activity, that is why it is said macroeconomic variables are factors that could not be controlled by the companies which might be affecting the volatility of the stock price. In modern portfolio theory, the Arbitrage Pricing Theory (APT) developed by Ross (1976) assumes that the return on asset is a linear function of various macroeconomic factors or theoretical market indices, where sensitivity to changes in each factor is represented by a factor-specific beta coefficient. The APT states that the realized return on asset is composed of the expected return on that asset at the beginning of a time period and the unexpected realization of krisk factors during that time period plus firm specific risk.
The aim of this paper is to analyze the effects of macroeconomic variables on the Indian Stock market in the APT framework. To have a deeper insight of this financial-economic phenomenon the three broad based and much observed indices of Indian stock market viz: Sensex, Nifty and BSE-100 are being analyzed based on monthly data from April 2008 to June 2012 by six macroeconomic fundamental indicators. The macroeconomic variables used in this study are whole sale price index, foreign exchange rate, industrial production index, money supply, gold price, money market interest rate, and. In the analyses of time series descriptive statistics, Jarque-Bera test, Unit root test, Correlation matrix, multi linear regression method, Durbin-Watson test and Whites Heterocadasticity test were used.
II. Literature Review
Many authors have tried to show reliable associations between macroeconomic variables and stock returns. They identified several key macroeconomic variables which influenced stock market returns based on the Arbitrage Pricing Theory (APT). A brief overview of the studies is presented in this section. Maysami and Koh (2000) testedthe relationships between the Singapore stock index and selected macroeconomic variables over a seven-yearperiod from 1988 to 1995 and they found that there existed a positive relationship between stock returns and changes in money supply but negative relationships between stock returns with changes in price levels, short-and long-term interest rates and exchange rates. To examine the interdependence between stock markets and fundamental macroeconomic factors in the five South EastAsian countries (Indonesia, Malaysia, Philippines, Singapore, and Thailand) was the main purpose of Wongbangpo and Sharma (2002) . Monthly data from 1985 to 1996 is used in this study to represent GNP, the consumer price index, the money supply, the interest rate, and the exchange rate for the five countries. Their results showed that high inflation in Indonesia and Philippines influences the long-run negative relation between stock prices and the money supply, while the money growth in Malaysia, Singapore, and Thailand induces the positive effect for their stock markets. The exchange rate variable is positively related to stock prices inIndonesia, Malaysia, and Philippines, yet negatively related in Singapore and Thailand.
Similar research also has been done in New Zealand. Gan, Lee, Yon, and Zhang (2006) conduct a research to analyze the effect of seven macroeconomics variables (inflation rate, long term interest rate, short term interest rate, the real trade weighted exchange rate index, real gross domestic product, money supply, and domestic retail oil prices) to the New Zealand Stock Index (NZSE40) return for the period of January 1990 until January 2003. They are using co integration test, with specifically employ Johansen Multivariate, Grangercausality Test, and innovation accounting in processing the data. In general, the result shows that the NZSE40 is consistently determined by the interest rate, money supply, and real GDP.
Ahmad, Rehman, Raoof (2010) observed the impact of interest rate and exchange rate to the Stock Return in Pakistan. The dependent variable used in their research is the stock return of KSE-100, where the independent variables used are interest rate and exchange rate (Rs/USD). The data is collected from the State Bank of Pakistan and Karachi Stock Exchange over period of 1998 -2009 on yearly basis. As a result of multiple regression model analysis, it shows that the change in interest rate and exchange rate has a significant impact on stock returns. The change in interest rate giving negative impact, while change in exchange rate giving positive to the stock returns.
AhmetBüyükşalvarcı(2010) analyze the effect of seven variables of macroeconomics in the Turkish Stock Exchange Market using the Arbitrage Pricing Theory framework. The method used in processing the datais Multiple Regression with seven variables macroeconomic (variables consumer price index, money market interest rate, gold price, industrial production index, oil price, foreign exchange rate and money supply) as independent variables and Turkish stock market Index (Istanbul Stock Exchange Index-100) as dependent variable. The data used are monthly basis over the period of January 2003 to March 2010. Asa result, interest rate, industrial production index, oil price, foreign exchange rate have a negative effect while money supply has positive impact on ISE-100 Index returns. Moreover, inflation rate and gold price do not have any significant effect on ISE-100 Index returns.
Xiufang Wang (2011) try to find some evidence on the relationship between stock price and macroeconomic variables (Real GDP, CPI, short term interest rate) in China Stock Market. The research is aim to estimate the volatility of each variable using Exponential Generalized Autoregressive Conditional Heteroskedasticity (EGARCH) and determine the causal relationship between the stock price volatility and macroeconomic variables by using Lag-Augmented VAR (LA-VAR) models. The first finding of these research is there is no causal relationship between stock price and real GDP volatility. Bilateral causal relationship is found between inflation and stock price volatility. Xiufang Wang (2010) also found that there is a unidirectional causal relationship between stock market volatility and interest rate volatility, with the direction from stock prices to the interest rate.
Objectives if the study
The Present study is aimed to achieve the following objectives:-i.
To study the relationship between stock prices and macro-economic variables in India ii. To give suggestions, on the basis of study results, for policy formulation at the country level.
III. Research Methodology
On the basis of literature review these studies hypothesize the model between three leading Indian stock market indices namely Sensex, Nifty and BSE 100 and set of six macroeconomic variables.Thisstudy has used the following model. SMI =β 0 + β 1 WPI + β 2 ExR+ β 3 IIP + β 4 M3 + β 5 GP + β 6 IR + υi Where, SMI= Monthly percentage change in the stock market index WPI= Monthly percentage change in the Wholesale price index ExR= Monthly change in the exchange rate IIP= Monthly percentage change in the index of production M3= Monthly change in the money supply GP= Monthly change in the gold price IR= Monthly change in the interest rate υi= Error term On the basis of the literature review, the following hypotheses have been generated.  There is a positive effect of inflation on stock market return in India.  There is a negative effect of exchange rateon stock market return in India.  There is a positive effect of index of industrial production on stock market return in India.  There is a positive effect of money supply on stock market return in India.  There is a negative effect of gold price on stock market return in India.  There is a negative effect of the interest on stock market return in India.
In the above equation β 0 is constant and βis coefficient of variables while ε t is the residual error of the regression. The ordinary least squares (OLS) method is used to compute the estimates of the regression model stated above and all estimations have been performed in the econometrical software program SPSS, whereas the ordinary calculations in Excel.
Sampling and Data Collection Procedure
The sampling period for the paper begins from April, 2008 and ends in June, 2012. Macro variables and stock indices data are collected from the Annual report of Reserve Bank of India.
Measures of Variables Stock Market Return
The stock indices employed are Sensex,Nifty,BSE-100. Firstly from the daily closing price index, the monthly average price index is calculated. Then, the stock market return is calculated by the following formula (Pearce &Roley, 1985) . 
Inflation Rate
Inflation rate has been calculated from Wholesale Price Index as per the following formula (Pearce &Roley, 1985) .
Where WPIt : Monthly WPI in time t WPIt-1: Monthly WPI in time t-1
Exchange Rate
Monthly change in weighted average exchange rate (the buying rate of the US dollar) is used and calculated by the below-mentioned formula (Joseph &Vezos, 2006). ER = (ERt-ERt-1) Where ERt: Monthly weighted average exchange rate in time t ERt-1: Monthly weighted average exchange rate in time t-1
Index of Production
Percentage change in Monthly index of production has been used and calculated by the following formula (Pearce &Roley, 1985) . IP= {(IPt-IPt-1)/IPt-1}*100 Where IPt: Monthly index of production in time t IPt-1: Monthly index of production in time t-1
Money Supply
Changes in Monthly money supply have been used and calculated by the following formula ( 
Gold Price
Monthly change in weighted average of gold price is used and calculated by the below-mentioned formula (Mohiuddin,2008) . GP = (GPt-GPt-1) Where GPt: Monthly weighted average of gold price in time t GPt-1: Monthly weighted average of gold price in time t-1
Interest Rate
Monthly change in interest rate is used. It is the weighted average rate of the month end. 
IV. Results& Discussion
Various descriptive statistics are calculated of the variables under studyin order to describe the basic characteristics of these variables. Table1 presents the descriptive statistics of the data, containing sample means, medians, maximums, minimums, standard deviations, skewness, kurtosis as well as the Jarque-Bera statistics and probabilities (p-values). As it can be seen from the Table 1 , all the variables are asymmetrical. More precisely, Sensex, Nifty,BSE-100,Wholesale price index, and Interest rate have a negative skewness, which indicates thefat tails on the left-hand side of the distribution. Kurtosis value of all variables also shows data is not normally distributed because valuesofkurtosis are deviated from 3. The calculated Jarque-Bera statistics and corresponding p-values are used to test for the normality assumption. Based on the Jarque-Bera statistics and p-values the joint null hypothesis (H 0 ) is rejected for all variables,except for Sensex and Nifty where null hypothesis was accepted. So the descriptive statistics shows that the values are not normally distributed about its mean and variance or in other word we can says no randomness in data and therefore, is sensitive to periodic change and speculation. This indicated that individual investor can earn considerably higher normal rate of profit from the Indian Stock Market. So the results of above descriptive statistics raise the issue the inefficiency of Indian stock market.
Time series data are assumed to be non-stationary and thus it is necessary to perform a pretest to ensure there is a stationary co-integration relationship among variables before proceeding with the OLS estimations, it is necessary to investigate the time series properties of the variables by utilizing unit root test. The Augmented Dickey Fuller test have been performed in this study. The ADF test results are resented in Table 2 . Results clearly indicate that the index series are not stationary at level except Inflation rate and Industrial production but the first differences of the series are stationary, so the data is further analyzed at first difference. Another test to be conducted on the sample data is Ordinary Lest Square whose One of the basic assumptions is that regressors are not mutually correlated. If more than one of them is correlated with other, multicollinearity is said to exist. Logic behind assumption of no multicollinearity is simple that if two or more independent variables are linearly dependent on each other, one of them should be included instead ofboth, otherwise it will increase standard error thereby making our results biased. In order to check multicollinearity among independent variables, a Pearson's correlation analysis has been performed. A suggested rule of thumb is that if the pairwise correlation between two regressors is very high, in excess of 0.8, multicollinearity may pose serious problem (Ahmet.B,2010) . The correlation analysis results are reported in Table 3 . Since the highest correlation numbers are lower than0.8, the results clearly show that none of the independent variables are highly correlated and no multicollinearity amongst independent variables exist. The R value of 0.6 indicate the moderate correlation between Sensex with six macroeconomic variables. R square value of 0.4 shows that 40% of Sensex fluctuations could be explained by macroeconomics variable, while the 60% is explained by other factors. From the Anova or F test, the value of F is 4.7 with significance of 0.000. Because of the probability (level of significant) of 0.000 is less than 0.05, it proves that inflation, exchangerate,Industrial production, Money supply, Gold price and interest rate are simultaneously affecting the Sensex price. As for the individual coefficients of macroeconomic variables are concerned, none of the variables was found significant except Exchange rate with the theoretically expected sign. While Gold price and interest rate showed spurious results. From the Anova or F test, the value of F is 5.0 with significance of 0.000. Because of the probability (level of significant) of 0.000 is less than 0.05, it proves inflation, exchange rate,Industrial production, Money supply, Gold price and interest rate are simultaneously affecting the Nifty. As for the individual coefficients of macroeconomic variables are concerned, none of the variables was found significant except Exchange rate with the theoretically expected sign. While Gold price and interest rate showed spurious results. The R value of 0.99 indicates high correlation between BSE-100with macroeconomic variables,Rsquare value of 0.98 implies that 98% of BSE-100 price movement could be explained by six macroeconomics variable, while the 2% by unexplained factors. From the Anova or F test, the value of F is 421.05 & is significant at 5% at because of the probability (level of significant) of 0.000 is less than 0.05, it proves that all six macroeconomic variables are simultaneously affecting the BSE-100 movement. As for the individual coefficients of macroeconomic variables are concerned, quite interestingly six ofthe variables have theoretically expected signs with WPI,ExR,IIP,M3 influencing significantly, while gold price having expected sign but affecting insignificantly, on the contrary Interest rate have theoretically unexpected sign but influence significantly. 
V. Conclusion
Macroeconomics is considered as important factor for investing in India. It is proved that macroeconomics bring significant impact to the stock price. From the Sensex and Nifty, it is indicated that increase in inflation lead to higher stock price which is higher rate of return. In contrast, increase inexchange rate cause lower price of stock which result in lower return. Referring to the statistical result that there is a probability of other factor influencing stock price volatility, further research using other independent variables is necessary. This paper is one of the evidence of how macroeconomic variables affecting the stock price in Indian stock market. The model above are expected to be practical and used as a consideration for investor, company, and government in the future.
